Foreign Economic Trends 
and Their 
Implications for the 
United States 


Prepared by the U.S. Foreign Service, U.S. Department of State, and released by the U.S. Department of Commerce, 
Domestic and International Business Administration, Bureau of International Commerce 


FET— 75-146 
December 1975 
Frequency: Semiannual American Embassy 
Supersedes: (New) Port Moresby 
PAPUA NEW GUINEA 


TABLE OF CONTENTS 


KEY ECONOMIC INDICATORS 
SUMMARY 
CURRENT ECONOMIC SITUATION AND TRENDS 


IMPLICATIONS FOR THE UNITED STATES 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual Subscription, $37.50 Foreign 
Mailing, $9.40 additional. Single copies, 25 cents, available from NTIS, U.S. Department of Commerce, Springfield, Va. 22151 





Indicator 


GDP at Current 
Prices 


Population 
GDP per capita 


Money supply (sea- 
sonally adjusted) 


Development Budget 
Operating Budget 
Foreign Debt 
Foreign Assets (Net) 
Domestic Credit 
Tropical Wood Cut 
Manganese Produced 
Petroleum Produced 
Uranium Produced 


Electric Power 
Produced 


Total Exports (FOB) 
Total Imports (FOB) 


Balance of Trade 


Economic Indicators for Gabon 


$1.00 = 


Unit 


US $ Million 


US 


US 


US 


US 


US 


Million 
Million 
Million 
Million 
Million 


Million 


Million Tons 


Million Tons 


Million Tons 


Tons 


Million KWH 


US $ Million 


US $ Million 


US $ Million 


220 CFA 


1973 


732.2 


535* 


1,481.0 


133.3 


61.3 


1974 


1,389.0 


1 


+385% 


+ 88% 


+222% 





PAPUA NEW GUINEA 


SUMMARY 


The last twelve months have been momentous politically and 
economically for Papua New Guinea. Political independence 
came to the country September 16, 1975, but a major step 
toward economic independence came earlier, in April, when 
the Papua New Guinean currency, the Kina, was introduced. 
Although the Budget continues to depend heavily on 
Australian aid, new taxes are being generated within the 
country and a number of major export products are increas- 
ing in volume despite a fall in prices. FY 1975 (Fiscal 
Year is from July 1 to June 50.) was a year in which there 
was apparently a substantial fall in the level of real 
output as measured in terms of Gross Domestic Product. The 
sharp deterioration in the terms of trade, particularly in 
the second half of the year, combined with a buoyant level 
of consumer demand, resulted in a substantial turnabout in 
Papua New Guinea's balance of trade position, The most 
serious setback for the economy was experienced in copper 
exports which account for more than half of Papua New 
Guinea's total. A fifteen per cent production cutback in 
volume and a sharp decline in prices reduced copper earnings 
trom $ 315 million compared with $ 470.9 million in FY 1974, 
Wages and salaries continued to rise rapidly, but inflation 
was sharply reduced from last year's 29.2 per cent to 7.5 
per cent. Investors appear to be taking a "wait and see" 
attitude with the exception of those involved in minerals 
and petroleum/gas exploration which continues at a good 
pace. In the near term, economic conditions are expected 
to hold steady, but stringent controls on expenditure will 
be necessary. Businessmen in Papua New Guinea remain 
cautious and are looking for further signals by the Govern- 
ment of its attitude toward business and investment. While 
Government officials are heavily committed to development 





SUMMARY 


The Gabonese economy is continuing its economic boom. The 
boom, touched off by the quadrupling of world oil prices 

and the doubling of Gabon's oil production, is also supported 
by Gabon's exports of wood, manganese and uranium. Revenues 
increased substantially in 1974 and should show further 
increases in the next several years. Expenses have also 
increased, as Gabon is using its revenues to try and develop 
the economy. Thus, there is and will continue to be a great 
deal of economic activity in Gabon. Gabon has a stable, 
pragmatic government which follows the liberal economic 
policy of encouraging private foreign investment and manage- 
ment. The Government's policy of economic nationalism 
(Gabonization) is a moderate one and does not seek to drive 
out or discourage foreign firms -- only participate with them. 
For these reasons American firms have an excellent oppor- 
tunity to obtain large contracts and make substantial sales 
in Gabon. The Embassy, backed by the Departments of Commerce 
and State in Washington, stands ready to assist American 
firms in any way possible. END SUMMARY. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The Gabonese economy, which has been booming for the last severai 
years and which has given Gabon the highest per capita income in 
Black Africa, is continuing its rapid expansion. The boom, which 
is principally fueled by the rapid increase in Gabonese oil 
revenues, is expanding into other sectors of the economy. The 
last year has seen increased economic activity of all kinds in 
Gabon, and this will continue in the immediate future. The most 
visible example of this activity is the large amount of construc- 
tion in evidence everywhere. Factories, houses, office buildings, 
apartment houses, hotels, roads, schools and hospitals are being 
built throughout the country. In the past year, a great ceal of 
activity went into building up Gabon's transportation and power 
infrastructure. While infrastructure projects will continue to 


be important, the next several years will see increasing emphasis 
on industries to process Gabon's natural resources in Gabon and 
allow the country to receive the highest possible price for its 
goods. Import substitution industries will be less important in 
the short term, basically because of the small size of the market, 
but some, primarily involved in the fabrication of intemnediate 
industrial products such as cement, will be established. 


Natural Resources Wealth 


Gabon's economic boom has been mainly fueled by the wealth of its 
mineral resources. First among these is oil. In 1974, Gabonese 
production topped 200,000 barrels per day for the first time, and 
Oil exports earned 144.5 billion CFA ($657 million) or 70.8% of 
the Government's export revenues. Production in 1975 is expected 
to total 250,000 b/d and revenues increase accordingly. Produc- 
tion from presently known reserves is expected to peak in 1976-77 
at around 275,000 b/d, and decline 10% each year over the next 
five years. Thus, even if no new finds are made, Gabon can expect 
significant revenues from oil until at least the early 1980's. 
Exploration is currently goings on -both offshore, where most of 
the current production is found, and onshore, where exploration 





CURRENT ECONOMIC SITUATION AND TRENDS 


The economy of Papua New Guinea should be divided into 
two parts: the subsistence or non-market and the market 
sectors. The subsistence sector has shown no signs of 
growth tor a decade while the market sector has grown 
very quickly. Gross Domestic Product was $595.2 million 
in FY1970 and was $1495.8 million in FY1974, the latest 
figure available. Virtually all growth was in the market 
sector which is dependent upon the export of copper, gold 
and silver, copra, cocoa and coffee, and the subsidy of 
approximately $250 million received annually from the 
Government of Australia. 


Production of Papua New Guinea's main tree crops, in 

value terms, rose by about 20 per cent in FY1975, although 
there was a very sharp fall in commodity prices during the 
second half of the year. Using export figures as a guide, 
physical output of the major crops increased steadily in 
FY1975, and prices, particularly for copra and cocoa, were 
at such high levels in the earlier part of the year that 
the value of agricultural exports were substantially higher 
for the year as a whole than in the previous year, despite 
the fact that, by the end of June, average export prices 
for agricultural products were lower than a year earlier. 
Prices tell sharply in the latter months of the year, but 
nevertheless the value of copra exports rose by 18 per 

cent to $27.2 million. Coffee exports rose by 13 per 

cent to 36,800 tons; and in value terms, coffee exports 
rose by 16 per cent to $44.6 million. World coffee prices, 
however, dropped, although less sharply than the price of 
most other tropical products. 


Cocoa output rose by 24 per cent to 35,900 tons and although 
prices fell very sharply during the year, particularly 
during the final quarter, the value of exports reached a 
record $53.1 million -- a rise of 72 per cent. The quan- 
tity of tea exported in FY 1975 rose by nearly 12 per cent 
to 4,400 tons; this, plus a rise in export prices for tea, 
led to a rise in the value of tea exports to $5.0 million, 
an increase of about 48 per cent. Unlike prices for most 
other commodities world rubber prices remained at depressed 
levels throughout the year. This combined with a 12 per 
cent reduction in the volume of exports, reduced the value 
of rubber exports by about 28 per cent compared with FY1974, 


Reflecting the slowdown in activity in industrial countries 





in general and Japan in particular, the value of timber 
exports also declined sharply during the year. Exports 
of marine products rose substantially. 


Copper exports, which account for more than half of Papua 
New Guinea's total exports suffered a sharp decline in 
prices. Exports were valued at approximately $315.1 
million compared with $470.9 million last year. This 

also means a significant drop in tax revenues from 
Bougainville Copper Ltd., the nation's only copper mine; 
this added to other pressures on the Government's Budget. 
Prospects for improvement appear dim for the next two 
years, and Finance Minister, Julius Chan, has repeatedly 
stressed the need for the Government to hold down expenses 
for the next twenty-four to thirty-six months, An upturn 
in copper prices would go a long way toward stimulating the 
entire economy and spur development of a number of languish- 
ing copper mining ventures, 


In the small manufacturing sector, the value of output 
appears to have increased during the year but most indus- 
tries experienced severe cost pressures from sharply rising 
internal costs, particularly wage costs and from the higher 
costs of imported producer goods. About 50 per cent of 
Papua New Guinea imports come from Australia and, conse- 
quently, inflation, plus higher transportation costs there 
are very quickly translated into higher prices within Papua 
New Guinea. The country is beginning to diversify its 
trade and has begun importation of lower quality, but 
better priced consumer goods from Hong Kong, Singapore 

and the People's Republic of China. 


Wages and salaries rose at a very rapid rate during the 
reporting period, partly to offset the inflation rate 
which was 29,2 per cent in FY1974, but only 7.5 per cent 
in FY 1975, The minimum urban weekly wage was raised 

on three occasions during the year from $22.35 in October 
1974 to $34.57 in July 1975. Pressures for additional 
sizeable increases have subsided, but theidea of wage 
indexation has taken firm hold and the Government is seek- 
ing to hold down future increases. 


Consumer spending in real terms rose quite strongly during 





Dark Spots 


The Gabonese economy, despite its basic strength and over- 

all generally favorable outlook does suffer from two main 
problem areas: a small labor force and inflation. Because of 
the small Gabonese population, there is not a great deal of 
labor to begin with, and because of the Gabonese economic 

boom, there are more jobs than Gabonese to fill them. There 

is no unemployment. There is also a special lack of skilled 
labor. Because of this problem, there are a large number of 
non-Gabonese working in Gabon -- French, Cameroonian, Dahomeyan, 
Nicerian and Togolese being the largest groups. 


A more serious problem in the short to medium term, however, is 
inflation. Gabon has always been one of the most expensive 
countries in Africa because so much, including most food, is 
imported. However, the situation has worsened in the last 
several years because of the Gabonese economic boom, which has 
pumped a great deal of money into the economy without increasing 
the supply of basic products, causing rapid price increases. 
While this is "good" inflation in the sense that it is caused 

by an expanding economy, it is something that the Government 
will have to eventually control. This is particularly true for 
the prices of the basic necessities of the African worker 
population who are the hardest hit by price increases and who 
are necessary supports for the Gabonese economic boom. Increas- 
ing prices in this sector will also make it more difficult to 
attract workers from neighboring African countries to come to 
work in Gabon on projects such as the Transgabon Railroad. 

The Government tried to solve the problem by instituting a 
system of price controls in January 1975. However, these 

were only effective for a short time because the Government 
failed to consider the interests of the sellers of products, 

and supplies dried up, leading to the development of a black 
market with higher prices. The Government is currently studying 
a program of price controls which will take the interests of 
both the consumers and merchants into consideration. 


IMPLICATIONS FOR THE UNITED STATES 


Current U.S.-Gabonese Economic Relations 


President Bongo is very pragmatic and knows that his country 
needs foreign private investment, management and technology. 
During his trip to the United States in August 1973, President 
Bongo encouraged American businessmen to come to Gabon, look 





around and see for themselves the economic activity going on 
in the country and how profitable it can be for investors. 
Relations between Gabon and the United States are warm and 
our economic relations are strong. 


In 1974, $157.9 million in Gabonese exports went to the United 
States, principally oil and manganese. This was about 17 
percent of total Gabonese exports, up from 1973's percentage 

of 10 percent. Imports from the U.S. in 1974 totaled $78.8 
million or nearly 18 percent of total Gabonese imports in 1974. 
In recent years, imports from the U.S. have chiefly been air- 
craft and large equipment for earthmoving, manganese operations 
and oil exploration. In 1973 the U.S. had an unfavorable 

trade balance of $10 million with Gabon, and in 1974 we imported 
$79 million more from Gabon than we exported, an increase 
brought on chiefly by the increased quantity of Gabonese oil 
imported by the United States. 


Greater trade was made difficult by the small size of the 
internal market, the necessity of doing business in French, and 
traditional trading patterns with Europe, especially France. 
There are, however, especially good opportunities for Americans 
interested in investing in Gabon as the Government is interested 
in diversifying its sources of investment. Current U.S. 
investment here is second only to France and is over $170 mil- 
lion. Gabon has money to spend and has embarked on an ambi- 
tious development program. Roads, factories and ports are 
being built and new industries being established. Obviously, 
foreign private investment will be necessary to carry out these 
plans. 


Gabonization 


President Bongo has adopted a policy of Gabonization. However, 
unlike the case in some countries of the world, this is not a 
threat to the American investor. Gabonization can perhaps 

best be described as joint participation. When a new company 

or industry is established here, the Gabonese receive 10 per- 
cent of its stock for free, with the option of increasing their 
participation up to 60 percent by purchasing additional stock 

at a price agreed upon by the company and government. It is 
also necessary that the company headquarters be located in 

Gabon and that a Gabonese be its Director. However, there have 
been no problems with this system as the companies have received 
fair prices for their shares taken by the Gabonese Government. 
Thus, when Gabon increased its participation in SOMIFER (which 
has the concession for the Belinga iron mine and in which 
Bethlehem Steel had a 50 percent interest), an agreement on 

the price to be paid for the shares by the Government was worked 





Madang. The investment tor each is estimated in the 
$400-600 million range. The Purari Hydroelectric Scheme 
(estimated cost $650 million initially with future invest- 
ments of up to $4 billion) on the Fly River which tlows 
into the Gulf of Papua is presently being investigated 
by the Governments of Papua New Guinea, Australia and 
Japan. If the study shows the project to be feasible, 

a likely prospect, U.S. machinery and equipment manu- 
facturers should enjoy substantial purchase orders. 
Results of the feasibility study are expected in late 
1977. The project entails construction of a major dan, 

a port,-.a town of 10,000 and factories to use the power 
generated, The Government also hopes to conclude an 
agreement with a major U.S. firm for development of a 
huge timber project near Vanimo on the north coast. This 
is expected to be a $350 million project which should 
also generate heavy orders for U.S. equipment. And if 
oil or gas is discovered (and over $100 million has been 
spent searching), the U.S. companies presently involved in 
drilling can be expected to do major purchasing in the 
United States. 


Thus prospects for future sales and future investment are 
excellent. The worldwide economic downturn has slowed the 
pace of development, but knowledgeable investors continue 

to view Papua New Guinea as an area of considerable interest. 


U.S. EXPORTS TU PAPUA NEW GUINEA 


The United States is presently number three after Australia 
and Japan in sales to Papua New Guinea. Although U.S. sales 
dropped from $31.5 million in FY1973 to $19.7 million in 

FY 1974, the Embassy expects a sharp increase in FY1976, 
The U.S. market share, running about 6 per cent, should 
Slowly rise. Major sales categories are machinery and 
transport equipment, manufactured goods and chemicals, 

This is unlikely to change. The chief difficulty in the 
sales of other types of goods, particularly consumer goods, 
is the lack of a direct shipping link to the Port Moresby 
area. Many businessmen have expressed an interest in 
obtaining U.S. products, especially with the high cost of 
consumer items and very high shipping rates from Australia. 
Presently, Pacific Far East Lines calls at Lae on the north 
coast, and at two towns, Rabaul and Kieta, on islands to 





larger international airport is also being built in Libreville, 
there is a program for the construction of several hospitals 
and clinics throughout the country, and several new hotels are 
planned. 


The U.S. Government currently assists Gabon through loans, 
guarantees and insurance from the U.S. Export-Import Bank 

and Overseas Private Investment Corporation. The Peace Corps 
is also active in Gabon, and USAID will furnish a $5 million 
soft term loan for feeder roads on the Transgabon Railroad 
project. U.S. Foreign Military Sales (FMS) credits are also 
available for military equipment sales to Gabon. The U.S. 
Embassy in Libreville stands ready to aid any American business- 
man with briefings, help in securing appointments and any 
other necessary assistance. Generally, successes that have 
been achieved by American businessmen in Gabon have resulted 
from on-the-spot visits by officials capable of dealing in 
French. 
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1974; NIDA is designed to be the clearing house for 
toreign investors. Interested U.S. businessmen should 
contact the Director, National Investment and Develop- 
ment Authority, P.O. Box 2669 Konedobu, Port Moresby, 
Papua New Guinea, for specific information on invest- 
ment guidelines and guarantees, projects, and areas 

ot the economy in which toreign investment is sought. 
Further information is also obtainable from the Depart- 
ment of Commerce, Washington, D.C. 


The areas of investment with the most potential are: 

1) minerals, 2) gas/oil exploration and exploitation, 

3) forestry projects, and 4) tuna fishing. There are 
presently about 90 prospecting permits in force through- 
out Papua New Guinea. Copper is, of course, the most 
important mineral sought, but prospectors are also 
looking for gold, silver, and nickel as well as gas 

and oil. The forestry potential for Papua New Guinea 

is enormous with over 70 per cent of the land (PNG is 
twice the size of the United Kingdom.) covered by 


tropical hard woods and soft woods and approximately 
45 per cent estimated exploitable today. The tuna 
fishing business is in its infancy, but is already 
in terms of catch the third largest in the world and 
has good prospects for steady growth. 


American businessmen are now involved in all these 

areas or engaged in negotiations for exploitation of 
these resources. There is room for expansion and the 
Government of Papua New Guinea is eager to see reputable 
businessmen who can bring in up-to-date technology, 


capital, and management expertise in exchange for a 
reasonable profit. 


NOTE: The Embassy plans to produce a semi~annual 
"Investment Report" which will be ot use to American 
investors. 
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